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ACT204 – Financial Accounting 
DURATION 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
 
The exam has two sections: 
Section A must be answered in the Answer Booklet provided in this examination paper.  
Section B is to be answered on the Multiple-Choice Answer Sheet provided. Please ensure that your 
name and student number are clearly indicated on your Answer Sheet and must be handed in with 
your Answer Booklet. 
 
EXAM CONDITIONS 
You may begin writing from the commencement of the examination session.  The reading time indicated above is 
provided as a guide only. 
This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
 
ADDITIONAL AUTHORISED MATERIALS EXAMINATION MATERIALS TO BE SUPPLIED 
 




1 x 16 Page Book 
1 x Multiple Choice Answer Book 
1 x Present Value Tables 
2 x Scrap Paper 
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Teaching Period Semester 1, 2019 
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Short Answer Questions 
Total No of Marks for this section:  80 Marks 
This section should be answered in the Answer Booklet provided. 
Marks for each question are indicated. Suggested Time allocation for Section A:  140 mins 
 
 
1. What is a reporting entity and what factors would you consider in determining whether an entity 
is a reporting entity?                                                                                                                            5 marks 
2. What do ‘probable’ and ‘measured reliability” mean with respect to the recognition of the 
elements of financial accounting?                                                                                                     5 marks 
3. Explain the difference in the accounting treatment for revaluation increments and revaluation 
decrements. Do you consider that this difference is ‘conceptually sound’?                          5 marks 
4. An asset having a cost of $100 000 and accumulated depreciation of $20 000 is revalued to 
$120 000 at the beginning of the year. Depreciation for the year is based on the revalued 
amount and the remaining useful life of eight years. Shareholders’ equity, before adjusting for 
the above revaluation and subsequent depreciation, is as follows: 
 
Items In $ 
Share capital  300 000 
Revaluation surplus 45 000 
Capital profits reserve 85 000 
Retained earnings 70 000 
 500 000 
 
Required 
Prepare journal entries to reflect the revaluation of the asset and the subsequent depreciation 
of the revalued asset. Which of the equity accounts would be affected directly or indirectly by 
the revaluation?                                                                                                                                5 marks 
 Semester 1, 2019 FINAL EXAMINATION Page 4 of 9  
ACT204 – Financial Accounting 
 
THIS EXAMINATION PAPER AND SUPPLIED MATERIALS ARE NOT PERMITTED TO BE REMOVED FROM ANY EXAMINATION VENUE IN ANY 
CIRCUMSTANCE.  THIS EXAMINATION IS PRINTED DOUBLE-SIDED. 
 
5. Mam Ltd acquired Bo Ltd on 1 July 2018 for cash of $7 000 000. At that date, Bo Ltd’s net 
identifiable assets had a fair value of $5 800 000. The fair value of the net identifiable assets of 




Customer list 50 
Machinery  1 450 
Buildings 1 500 
Land  3 000 
 6 000 
Less: Bank loan 200 
Net assets 5 800 
 
 
At the end of the reporting period of 30 June 2019, the management of Mam Ltd determines 
that the recoverable amount of the cash-generating unit, which is considered to be Bo Ltd, totals 
$6 200 000. The carrying amount of the net identifiable assets of Bo Ltd, which excludes goodwill, 
has not changed since acquisition and is $5 800 000. 
 
Required 
(a) Prepare the journal entry to account for any impairment of goodwill.                                5 marks 
(b) Assume instead that at the end of the reporting period the management of Mam Ltd 
determines that the recoverable amount of the cash-generating unit, which is considered to be 
Mam Ltd, totals $4 800 000. Prepare the journal entry to account for the impairment.        5 marks 
 
6. On 1 July 2019, Kruger Ltd privately issues $1 million in six-year debentures, which pay interest 
each six months at a coupon rate of 6 per cent per annum (3 per cent each 6 months). At the 
time of issuing the securities, the market requires a rate of return of 4 per cent. Consistent with 




(a) Determine the fair value of the debentures at the time of issue (which will also be their issue
 price).                                                                                                                                                      5 marks 
(b) Provide the journal entries at: 
(i) 1 July 2019                                                                                                                                   1 mark 
(ii) 31 December 2019                                                                                                                   2 marks 
(iii) 30 June 2020                                                                                                                            2 marks 
  
 
 Semester 1, 2019 FINAL EXAMINATION Page 5 of 9  
ACT204 – Financial Accounting 
 
THIS EXAMINATION PAPER AND SUPPLIED MATERIALS ARE NOT PERMITTED TO BE REMOVED FROM ANY EXAMINATION VENUE IN ANY 
CIRCUMSTANCE.  THIS EXAMINATION IS PRINTED DOUBLE-SIDED. 
 
7. Surf School Ltd has six employees who are entitled to long-service leave (LSL). The LSL can be 
taken after 10 years of service, at which time the employee is entitled to 13 weeks’ leave. 
Entitlements to payment on departure arise after eight years of service. The following 










% that LSL 





bond rate (%) 
2 50 000 6 45 4 9 
2 65 000 7 70 3 7 
2 70 000 8 100 2 6 
 
 
Employees’ salaries are expected to increase by 2.5 per cent per annum. The opening balance of 
the LSL provision was $32 500, and the interest rate for corporate bonds for all relevant periods 
to maturity was 8 per cent at the beginning of the year. 
 
Required 
What is the accounting journal entry to record LSL expense for the current period (round 
amounts to the nearest dollar)?                                                                                                      10 marks 
 
8. a) What factors would influence whether an agreement with a supplier is considered to be a 
‘lease’ and therefore would require lease assets and lease liabilities to be recognised.     4 marks 
 
b) Gregory Ltd enters into a non-cancellable five-year lease agreement with Sanders Ltd on 1 July 
2019. The lease is for an item of machinery that, at the inception of the lease, has a fair value of 
$231 140. The machinery is expected to have an economic life of seven years, after which time 
it will have no residual value. There is a bargain purchase option, which Gregory Ltd will be able 
to exercise at the end of the fifth year, for $50 000. Sanders Ltd manufactures the machinery. 
The cost of the machinery to Sanders Ltd is $200 000. There are to be five annual payments of 
$62 500, the first being made on 30 June 2020. Included within the $62 500 lease payments is an 
amount of $6250 representing payment to the lessor for the insurance and maintenance of the 
machinery. The machinery is to be depreciated on a straight-line basis. The rate of interest 
implicit in the lease is 12 per cent. 
 
Required 
Prepare the journal entries for the years ending 30 June 2020 and 30 June 2021 in the books of 
Sanders Ltd.                                                                                                                                       6 marks 
 
9. a) What is share split and what accounting entries are necessary when a share split is 
undertaken?                                                                                                                                           3 marks 
 
b) Coolum Ltd required additional equity funding and decided to issue a renounceable rights 
offer. To reduce the risks associated with the rights issue, Coolum Ltd appointed an underwriter. 
Coolum sent out details of the rights issue to existing shareholders on 1 July 2019, offering 
existing shareholders the right to acquire an additional share in Coolum Ltd for $2.20 per share. 
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The shares were to be fully paid on application and all applications had to be received by 1 
September 2019. The total shares on offer through the rights issue were 10 million (meaning 
total subscriptions of $22 million). 
By 1 September 2019 applications had been received for 9 million shares, meaning that the 
underwriter was responsible for acquiring the remaining 1 million shares. The shares were issued 




Provide the journal entries to account for the Coolum Ltd rights issue.                           7 marks 
 
10. Cabarita Ltd is involved in manufacturing swimming pool accessories. Cabarita Ltd’s statement 







Assets     
Cash 96 – 
Accounts receivable 36 60 
Allowance for doubtful debts (12) (8) 
Property, plant and equipment 156 120 
Accumulated depreciation—property, plant and equipment (36) (20) 
Inventory   92   52 
Total assets 332 204 
Liabilities     
Bank overdraft – 40 
Accounts payable 60 60 
Accrued wages 20 16 
Provision for annual leave 8 12 
Loans  60    – 
Total liabilities 148 128 
Net assets 184  76 
Represented by:     
Shareholders’ funds     
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Share capital (ordinary shares) 140 20 
Revaluation surplus 28 8 
Retained earnings   16    48 
Total shareholders’ funds 184  76 
 
 
The statement of profit or loss and other comprehensive income (extract) of Cabarita Ltd for the year 




Income   
Sales 60 
Interest (no interest receivable at year end) 4 
Profit on sale of property (which had a carrying amount of $20 000) 8 
Expenses   
Cost of goods sold (40) 
Doubtful debts (8) 
Depreciation (20) 
Wages (20) 
Employee entitlements  (16) 
Loss for the year (32) 
Other comprehensive income:  
Increase in revaluation surplus in recognition of increase in fair value of property, plant 
and equipment 20 
Total comprehensive income/(loss) (12) 
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Prepare a statement of cash flows for Cabarita Ltd for the year ending 30 June 2020. 
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Multiple choice questions 
Total number of marks for this section: 20 Marks 
This section should be answered on the Multiple Choice answer sheet provided. Please ensure that 
your name and student number have been written on the answer sheet and placed in the completed 
answer booklet.  
There are 20 multiple choice questions. Each question carries one (1) mark.  
Suggested time allocation for section B: 40 minutes 
 
 
